Town of Concord
Finance Committee
22 Monument Square
P.O. Box 535
Concord, Massachusetts 01742

Date; November 30, 2012

To: Board of Selectmen
Concord Public School Committee
Concord Carlisle Regional School Committee
Mr. Christopher Whelan, Town Manager
Ms. Diana Rigby, Superintendent of Schools

From Ms. Lynn Salinger, Chair, Concord Finance Committee
Mr. John C. Hutchins, Vice Chair, and Chair of Guidelines Subcommittee

Subject: FY 2014 Final Budget Guidelines

As required by Town bylaws the Finance Committee has approved a Budget Guideline
for the fiscal year beginning July 1, 2013 (FY 2014). The Guideline was adopted with full
consideration of the budget requests provided to the Committee by the three primary budget
authorities in Concord, as well as assessment of non-property tax revenues to be expected and
the Town’s position with regard to the amount of the unused capacity to levy taxes under the
Proposttion 2 2 Levy Limit for the coming fiscal year.

The Guideline adopted by the Finance Committee allocates $2,460,000 of incremental
funds to the operating budgets:

° $750,000 is allocated for the Town budget under the direction of the Town Manager;
. $1,385,000 is allocated for the Concord Public Schools (CPS); and

. $325,000 is allocated for the Concord Carlisle Regional School District (CCRSD).

The Guideline assumes that $735,000 will be allocated from the Elementary School Debt
Stabilization Fund and $230,000 will be allocated from the High School Debt Stabilization Fund
created in November 2011 at the time the new high school was approved by the voters, to offset
partially the tax impact of FY 14 debt service on long term serial bonds issued for, respectively,
the elementary school building projects and the new high school building project. The result is
an estimated increase of 3.87% in the operating budgets and an overall increase in the tax rate for
existing taxpayers of 4.00% (inclusive of the net increase in debt service on “excluded debt” and
increases in Joint Accounts and other miscellancous costs). This guideline requires a tax levy
projected at $74.8 million, which would be $2.46 million below the current estimate of
Concord’s levy limit for FY'14,
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The Finance Committee began its deliberations about the FY 14 guidelines with the
following factors in mind:

A challenging economic situation still exists, with real estate values and household
incomes essentially stagnant in Concord as elsewhere in the Commonwealth. The
“Tax Rate Analysis, Fiscal Year 2013, Report by the Board of Assessors to the Board
of Selectmen for Public Hearing November 19, 2012” shows a decline of more than
2% in existing taxable property values in Concord during the year ended December
31, 2011 (the base year for the FY'13 assessments).

The United States economy is still struggling to recover from the great recession, and
the Eurozone economy appears to be entering a recession which could have a
significant negative impact on the United States economy. The federal and
Commonwealth budget situations remain uncertain. The looming “fiscal ¢liff” of
termination of the Bush tax cuts and significant across-the-board budget cuts for most
parts of the federal budget constitute a serious risk to the fragile economic recovery
that has been taking place, with unpredictable but potentially serious impacts on the
Massachusetts economy and jobs and incomes in Concord.

The Finance Committee is concerned about the cumulative impact on the Town,
particularly its residents on fixed incomes and its less affluent citizens, of the steady
increases in Town budgets and resulting tax increases, at a time when incomes are
stagnant and property values are decreasing.

The Town’s unreserved fund balance position (“Free Cash™) at the end of FY 12 was
solid. Even after the appropriation of $2 Million from Free Cash to establish a debt
stabilization fund to mitigate during the peak years the debt service cost of the new
high school and the appropriation of $850,000 from Free Cash to help fund the FY13
budget, the preliminary estimate of Free Cash at June 30, 2012 is approximately $9.1
million. The Committee considers it important to keep the balance of Free Cash at
about that level to support the Town’s “triple A bond rating through this period of
financial uncertainty and the pending High School debt issuances,

After adoption of the FY'13 guidelines in November 2011, the projections for certain
non-tax-levy revenues for FY 13 increased materially. This allowed the Finance
Committee to revise its original guideline for CPS, prior to the April 2012 Town
Meeting, to a level which the School Committee felt was needed. Subsequently,
further unexpected increases in projections of non-tax-levy related revenues for FY13
have resulted not only in a significantly lower increase in the tax rate than was
projected at the time of the 2012 Annual Town Meeting but also in a significant
increase, rather than a decrease, in the unused Proposition 2 ' Levy Limit.
Excluding the tax levy on new construction value, the average property tax increase
for existing taxpayers for FY13 is 1.18%.

The enroliment in the Concord Public Schools for the 2012-2013 school year, grades

K through 8, unexpectedly increased by 145 students (7.4%), with some increase in
pre-school enrollments as well, filling some of the elementary schools nearly to

.




capacity and making it necessary to hire more teachers. There is a possibility of
further increases as the Concord Mews apartments are fully rented and other
residential projects are completed

For FY'11 both the Town and CPS budgets remained flat at the FY 10 levels. While
increases in those budgets in FY'12 and FY 13 have partially relieved the stresses
caused by the stringent controls adopted in FY 11, there are still a number of fiscal
matters that were deferred that now need to be addressed, including some salary
disparities,

The Finance Committee reviewed the history of Concord’s average tax bills and per
pupil expenditures at CPS and CCRSD relative to comparable peer towns. While the
schools have achieved high academic success, the benchmarking analysis raised
concerns that certain categories of expenses at CCRSD are disproportionately high
compared to peer regional high schools.

The projected enrollment ratios of Concord and Carlisle students at CCRSD over the
next several years suggest that Concord’s percentage of total enrollment will rise over
the next few years. It increased from 71.77% for the 2011-2012 school year to
72.85% for 2012-2013, resulting in an increase of approximately $231,000 in
Concord’s share of the CCRSD budget without regard to any increase in the operating
budget. Concord’s percentage of enrollment is projected to increase to as high as
78%. The increase in Concord’s percentage will impact the amount assessed to
Concord each vear for its share of the operating budget and its share of debt service
costs.

The Finance Committee is aware of looming matters with potentially serious financial
implications for the Town. While it is possible that none of these contingencies will
directly impact FY 14 finances, a number of them are likely to require expenditures
sometime during the FY 15 through FY 18 time frame. Included are a number of
costs or potential costs arising out of or relating to the construction of the new high
school, including possible needs to remediate contamination at the private landfill site
(circa 1950) contained on the CCRSD campus, to build a new bus transportation
depot for CPS and/or CCRSD at a new location other than the CCRSD campus where
it has been located, to replace the five tennis courts and JV playing field that will
eliminated by construction of the new school, and to supplement the costs of the
furniture, fixtures, equipment and information technology for the new high school in
excess of the fixed amounts allowed by MSBA in the construction budget for the
school.

Other potential expenditures include the need to provide increased public safety
capabilities and services in West Concord, particularly with the completion of the
Concord Mews apartment complex and other projects now under consideration, and
the need to continue to increase the amounts being reserved to meet the Town’s and
CCRSD’s large unfunded liabilities for Other Post-Employment Benefits (OPEB)
until the Town and the CCRSD reach their actuarially determined annual contribution
levels.




» Inlight of all the foregoing matters the Finance Committee concluded it is very
important for the Town to preserve its flexibility to deal with whichever of these
issues that materialize into hard liabilities or expenses by preserving a substantial
margin between the Levy Limit and the levy that would be required by the Budget
Guidelines.

Based on the information available to date, the Finance Committee anticipates that the
Town Government and the Concord Public Schools will be able to prepare FY 14 budgets that
maintain core programs and service capabilities within the Guidelines. However the Finance
Committee recognizes that the Guideline allocations do not fully meet the initial budget request
of the budgeting entities. For example, the CCRSD operating assessment Guideline is $245,854
below the amount that would be required to fund fully Concord’s share of the budget increase
contemplated in the District’s Preliminary FY 14 Budget of October 11, 2012,

The Finance Committee will continue to monitor the economic climate as well as the
assumptions incorporated in its calculation of funds available for the FY 14 operating budgets.
We will work carefully with the budget authorities throughout the FY 14 budget preparation and
finalization process, until Town Meeting in April 2013, to monitor factors that may prompt
additional responses or changes in the Guideline described herein.

FY2014 Guideline

Operating budgets over the last few years are compared below with the guideline for

FY 14 adopted by the Finance Committee:
Operating FY14 FY14 Y
Budgets (in §) FY1il FY1i2 FY13 Guideline Total increase

Town 17,352,013 18,124,013 18,724,013 750,000 19,474,013 4.01%
CPS 27,699,200 28,474,200 29,735,538 1,385,000 31,140,538 4.65%
CCRSD* 14,006,221 14,766,221 15,066,221 325,600 15,391,221 2.16%
Operating 50057434 61364434 63545772 2.460.000 66005772 _3.81%
Budgets

Other Accounts 13,056,134 13,555,502 13,704,456 14,458,000 5.22%
Excluded Debt

Service 5447226 5,197,275 4,973,599 6,143,495  23.52%
Total Budget Plan 77,560,794 80,142,033 82,259,827 86,607,267 _5.29%

*Note that the CCRSD figures include certain costs — principally OPEB and health insurance costs - that
are treated for the Town and CPS as “Joint Accounts” rather than as part of the Operating Budger Guideline. This
difference hiases the CCRSD operating budgel change up slightly. Further, the amount shown is Concord’s
assessed share, a function in part of changing assessment ratios, rather than the gross CCRSD budget. The Finance
Committee takes note of these factovs when comparing increases.




Over the three most recent fiscal years (FY11, FY 12 and FY13) the average annual
increase in the operating budgets has been 2.81%. The most significant factors driving the
budget increases for the budgeting entities for FY 14 budgets include salaries, making
contributions for unfunded liabilities for OPEB, additional costs for bus transportation and the
unexpected surge in enrollment at CPS (+ 7.4%). For both CPS and CCRSD special education
costs continue to be a major cost that is volatile and unpredictable. In the face of such pressures,
providing budget increases that allow the Town and schools to maintain the level and quality of
public and education services expected by taxpayers, let alone identifying funds for any new
initiatives, is a daunting challenge.

Key Assumptions of the FY14 Operating Budget Guideline

The Finance Committee operating budget guideline is based on the following key
assumptions;

¢ FY14 state aid will continue at the FY13 levels; late 2012; reports from the
Massachusetts Department of Revenue through mid-November, however, note lagging
state revenues which may jeopardize our current assumption.

e Unused levy capacity for the current year (FY'13) is projected to be $2,876,396 based
upon the FY'13 property tax rate sct by the Board of Selectmen on November 19, 2012.
In other words the current year property tax levy is significantly below the maximum
allowable FY13 levy 0f $73,999,825. While all of the FY 13 unused levy capacity could
be levied in FY'14, the Finance Committee guideline contemplates using only a small part
of this capacity, $414,886, in FY 14 budget planning.

e The tax levy from new growth — essentially new construction and renovations/additions
expected to be completed by June 30, 2013 and added to the tax roll for FY 14 — is
projected at $850,000.

o  Other revenue sources are estimated to increase by a net amount of about $105,000.

The Finance Committee will continue to monitor carefully FY13 performance in these
areas for any variances that could also affect the FY 14 projections either favorably or
unfavorably. Finally, the 2.5% increment allowed to be added to the Levy Limit for FY 14
equals an estimated $1,747,778.

The 2.5% increment allowed to be added to the Levy Limit for FY 14 equals
$1,747,778 (see table below). The FY 14 Guideline leaves $2,461,510 of the projected Levy
Limit unused. This unused capacity creates the ability to adjust allocations within the Levy
Limit in the event that estimates of other revenues or state aid must be decreased prior to the
adoption of the FY'14 budgets at the 2013 Town Meeting.




FY14 Estimated General Fund Revenue Changes
and
Net Available For Operating Budget Guideline

Allowable increase in Levy Limit (+2.5%) $ 1,747,778

Levy Increase due to estimated New Growth 856,060

Applied from Unused Levy Limit of FY13 414,886

Estimated Net increase in Local Excise Taxes and 105,000

other Local Receipts

Increase in CMLP PILOT Transfer 60,060

Subtotal available for Town Operating Budgets $ 3,177,664
Less:

Increase in Costs for Joint Accounts {480,000)

Increase in Costs, Miscellaneous Items (237,604)
Net available for operating budgets $ 2,460,000

Free Cash Requirements

Based on FY'12 financial results including Town revenues, state aid and unexpended
appropriations, the Finance Committee estimates a Free Cash balance of approximately $9.1
million as of June 30, 2012. This amount is still only an estimate; the Free Cash level has not yet
been certified by the Commonwealth. The Finance Committee’s long-standing policy has been
to reserve a minimum of 5% of the total annual budget in Free Cash as a floor.

In view of the continued uncertainties mentioned earlier in this report and the importance
of maintaining the Town’s Triple A credit rating in connection with the long term bond issuances
planned by CCRSD through FY16 to finance the new high school project, the Finance
Comunittee has determined that keeping the cash reserve balance in the range of 10% of the total
annual budget is an important and potentially decisive factor in maintaining the Town’s credit
rating through these tumultuous times. Therefore in setting the guidelines the Finance
Committee is proposing to maintain the amount of Free Cash allocated to the FY 14 Operating
Budget Guideline at $850,000, the same amount as allocated in FY 12 and FY 13, representing
about 1% of the FY 14 proposed total budget of $86,607.267.

The strong financial performance of the Town over the last few years has allowed for
Free Cash to be replenished at a healthy rate. The level of Free Cash allocated to support
operating expenditures is based on what the Committee projects with a high degree of confidence
can be replenished from the operating results of each year. Throughout the months leading up to
the April 2013 Annual Town Meeting, the Finance Committee will monitor new revenue data
against projections and reconsider the recommended allocation of Free Cash as needed.




Property Tax Impact

The impact of the FY14 Guideline on the property tax levy is projected at 4.00% to
existing taxpayers (about $377 at the FY13 current median single family residential assessed
value of $669,850). The components of the 4.00% increase projected for existing taxpayers are:

e 2.46% - from the allowed 2.5% increase in the levy limit;
e 0.58% - from partial use of the prior unused Levy Limit;

» (.96% - increased debt service on Excluded Debt, net of $735,000 proposed to be
allocated from the Elementary School Debt Stabilization Fund, $230,000
proposed to be allocated from the High School Debt Stabilization Fund, and
$409,878 as the required amortization allocation from the $6.3 Million Thoreau
School grant received in June 2010 from the Massachusetts School Building
Authority.

Five-Year Projections and Longer Term Planning

The Finance Committee is concerned about whether Concord will continue to be
affordable for a diverse population. The annual increases in real estate taxes and other expenses
can be difficult or impossible to handle for certain of our citizens, especially when incomes are
flat and property values are essentially stagnant. In this context the Finance Committee believes
that the five-year projection of the tax burden prepared for the April 2012 Town Meeting was
valuable and instructive. The Committee will prepare an updated five-year projection for its
report for the 2013 Annual Town Meeting,

In connection with gathering information for that projection the Guidelines
Subcommittee sought from each of the budgeting entities an estimate of the anticipated growth
rate in total operating expenditures over the next five years and obtained helpful responses. The
Town Manager felt that annual increases in the range of 39 to 4% would result in maintenance
of current town service levels and competitive salary levels. The School Administration
responded that, based on current spending patterns and collective bargaining agreements, the
operating budgets for both CPS and CCRSD would require 3% to 5% annual funding increases.

The Finance Committee is mindful that the excluded debt for the new high school, even
after allocating from the new high school debt stabilization fund, will — at its peak impact in
FY16 through FY18 - add an additional 4% to each household’s taxes. In other words, by FY 18
the tax bill will be 4% higher than it is now, solely to cover the bonded debt service on the new
High School; thereafter, this cost will decline slowly through 2040.

In the present economic climate and in light of the many other contingencies facing the
Town over the next few years, including the matters listed at the beginning of this Report, the
Finance Committee is concerned that increases in the operating budgets in excess of a range of
2.5% to 3% may be unsustainable in terms of the cumulative impact on property tax bills.
Preserving a significant portion of the unused Levy Limit is important for future financial
tlexibility. While Concord has in the past had a good record of supporting Proposition 2 %




overrides, once the present unused Levy Limit is exhausted, the Town could face annual override
votes to fund town and school operations, a situation that may require making fiscal trade-offs
depending on the degree to which the citizens are willing to support override requests.

The trend in the three-year average of annual operating budget increases since FY 06 had
been downward through FY10-12, as shown in Chart 1 (attached) for both the Town and the K-
12 school budgets. Chart 2 (attached) illustrates the history of the annual increases in taxes
covering the total budget plan each year; that trend has also been downward. The Guideline
adopted this year runs slightly counter to those trends, in order to deal with matters postponed in
carlier years. Going forward the Finance Committee hopes to be able to continue its discipline of
limiting annual operating budget increases to the 2.5% to 3% range.

The Finance Committee commends both the Town Manager and the Superintendent of
Schools and their Finance Directors for their careful shepherding of resources in these
challenging times. The Committee also recognizes the challenges of retaining the quality
personnel who have been working for the Town and schools during this period. In particular the
Finance Committee recognizes that employees whose compensation is not covered by collective
bargaining agreements faced leaner salary and wage conditions for several years than those
whose contracts were negotiated during a more propitious economic environment.

There is interest within the Finance Committee to continue to utilize benchmarking
analyses to review educational outcomes as well as costs of our schools. While the Concord
schools achieve superb outcomes for our students, these achievements have come at a higher per
pupil cost than in comparable towns. The Finance Committee hopes to continue its dialogue
with the schools about what we can learn from peer school systems that will allow us to continue
our high achievement level at a reduced cost. We also are exploring ideas about applying
benchmarking principles in analyzing the Town government budget.

The Committee thinks the bi-annual survey of citizens’ views on local services and taxes
undertaken by the Town is a valuable tool for many purposes and should be continued. The
Committee awaits the results of the Fall 2012 survey with great interest. The Finance Committee
is mterested in developing a way of tracking a limited set of variables that would reflect local
trends in income, employment, real estate market conditions, and indicators of financial hardship
and financial health experienced by Concord taxpayers, such as requests for tax exemptions, tax
assistance and household assistance. These indicators would provide some indication of trends
in economic conditions in the Town.

The Finance Committee continues to monitor the growth in demand for public utilities
(wastewater treatment, electricity, broadband communication) that may result in a need for
public utility capacity expansion for wastewater treatment and/or at the Concord Municipal Light
Plant at some future time. While the Committee assumes any such expansion would be funded,
partially or fully, by the ratepayers of the concerned utility, the Committee urges careful
consideration of the timing of such projects in light of the many other contingencies with which
the Town may have to contend.




CONCLUSION

The Town at present enjoys sound fiscal health with an enviable bond rating. Qur present
circumstance is due to the skill, hard work and dedication of the employees of the Town and the
schools, their skilled leaders and the many unpaid volunteers who serve on Town boards and
committees. The Finance Committee is very appreciative of the cooperative spirit with which
the Town Manager and the Superintendent of Schools and their respective staffs have responded
to and interacted with the Finance Committee this fall in developing the FY 14 Guideline.

The Finance Committee believes the present economic conditions and the diverse range
of potential financial issues facing the Town over the next several years dictate that we continue
to follow a conservative approach to budgeting. As we move forward toward Town Meeting
2013 the Finance Committee anticipates that the Town and school administrators will continue to
demonstrate fiscal discipline, work creatively to contain costs, and develop budget proposals that
will be sustainable in light of the competing demands for the resources that will be available in
the coming years.
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Chart 1: 3-year average increase in operating budgets and
total General Fund budget

Chart 2: Property tax percent increase to existing taxpayers

FY14 Operating Budget Guidelines — Finance Committee worksheet

General Fund budget, all accounts FY(9-13 and FY14 Guideline

General Fund Resource Detail FY09-12 actual, FY13 Budget and
tY14 projected

Tax levy Increase detail - FY13 actual and FY14 projected

Levy Limit and Maximum Allowable Levy calculations

Unused Levy Limit (Chart)

FY14 Guideline, Education Budgets {CPS and CCRSD)

FY14 CCRSD projected debt service detail

Property tax data, FY03-13

Single-Family median value and tax bill, FY04-13 (Chart)
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Levy Limit Calculations

[FY2012 Actual
$ 64,569,355
1,614,234
$ 66,183,589
863,585
$ 67,047,174
4,069,863
$ 71,117,037

FY2013 Projected

$

67,047,174
4,307
1,676,287

68,727,768
1,183,336

69,911,104
4,088,721

73,999,825

FY2014 Projected

$
$

69,911,104
1,747,778

71,658,882
850,000

72,508,882
4,768,617

77,277,499

FY2011 Levy Limit
plus 2 1/2%

New Growth

FY2012 Levy Limit

FY2012 debt exclusion levy
Maximum alfowable levy

$69,122,997
$1,994,040

Actual tax levy
Unused Levy Limit

FY2012 Levy Limit
FY12 New growth adjustment
plus 2 1/2%

New Growth

FY2013 Levy Limit

FY2013 debt exclusion levy
Maximum allowable levy

$71,123,429
$2,876,396

projected tax levy
Unused Levy Limit

FY2013 estimated Levy Limit
plus 2 1/2%

estimaied New Growth

FY2014 projec_ted Levy Limit
FY2014 debt exclusion levy
Maximum allowable tevy

$74.815,989
$2.461,510

projected tax levy
Unused Levy Limit

Concord Finance Department

~ 19 -

Nov. 21, 2011
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Concord Public Schools
Program Area
Reguiar Education
Special Education
Administrative Support
Operations
Fixed Costs

Total

Concerd-Carlisle High School

Program Area
Regular Education

Special Education
Administrative Support
Operations
Fixed Costs

Operations

Debt Service:
debt reimbursed by state aid
debt exclusion assessed

Total

Financing Sources
State aid
District funds
Assessiments

Concord assessment ratio
without debt exclusion
debt exclusion

TOTAL

Carlisle assessment ratio
without debt exclusion
debt exclusion

TOTFAL

Concord Finance Committee
FY14 Guideline
Proposed Education Budgets

Adopted Adopted Guideline b Ya
FY12 Budget FY13 Budget FY 14 Budget Change Change
§ 15370755 $ 15,647,474
6,672,579 7,795,829
2,034,647 2,033,674
4,309,273 4,213,615
86,946 64,946
S 28,474,200 $ 29,755,538 $ 31,140,538 § 1,385,000 4.86%
Adopted Proposed Guideline 3 %
FY12 Budget FY13 Budget FY14 Budget Change Change
$ 10,458,821 £ 11,067,040
5,525,903 5,235,732
1,323,231 1,335,889
2,936,312 3,136,859
2,989,007 2,871,867
$ 23,233,274 $ 23647387 $§ 23,934,508 § 287,121 1.21%
$ 188,950 3 288,950 $ 288,950
458,788 354,086 2,130,189
$ 747,738 $ 643,036 § 2419139  § 1,776,103  176.2%
§ 23,981,012 § 24,290,423 $ 26,353,647 8 2,063,224 8.49%
$ 2,119,499 $ 2343971  § 2,496,181 152,210 6.49%
425,600 660,000 600,000 0
$ 21,436,513 §  21.346,452 § 23,257,466 $ 1,911,014 8.95%
LS L igwe L drasy
§ 14,766,221 8 15,066,221 $ 15,391,221 $ 325000 2.16%
322,941 154,128 1,551,843 1,297,715
§ 15,089,162 35 15,320,349 $ 16,943,064 $ 1,622,715  10.59%
6,211,504 3 5,926,145 § 5,736,056 $ (190089 2%
135,847 99,958 578,340 478,388
§ 6347351 $ 6,026,103 3 6,314,402 $ 288,29¢ 4.78%

Concord Finance Department

November 30, 2012




Projected FY14 Debt Service - CCRSD

with new High School financing impact
assessment ratio of 72.85% from actual enrollment of QOct. 1, 2012

Bond Issue Prin I Total

Existing issuances:
Art 45 (2006) and Art. 26 (2007) }Dec. 15, 2007 {$2,445m) $245,000 $39,065 a $ 284065 b

Bond issue, June 2013.

@ $30,000,000 31,200,000 $935,074 $2,135,074
$30 million at 3.25% TIC,
25-year leve! principal serial
maturity
SUBTOTAL $ 2,419,139
Less MSBA funding of prior projects {288,950
NET $ 2,130,189
Concord share @ 72.85% ¢ $ 1,551,843
Carlisle share @ 27.15% 578,346

a) Net of amortized premium of $4,835

b) from 1992-85 projects; final payment in FY15

c) FY14 assessment apportionment is based on
October 1, 2012 enroliment

Concord Finance Department

y 2 Oct. 9, 2012
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